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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

STATE TENNESSEE

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT
RATES FOR INPATIENT HOSPITAL SERVICES

2

2¢(

D1041254

a)

b)

reimbursable per diem rate will consist of only the operating
component. The remaining components: capital and direct medical
education will be paid in a lump sum amount. Capital and direct
medical education costs will be estimated from each provider’s most
recent cost report on file as of 4:30 p.m. C.D.T., Monday, June 30,
1988. The estimate will be used to compute a lump sum amount for
capital and direct medical education. Payment will be made monthly
starting July 1, 1988. Each provider'’s subsequent cost report will
be used to adjust the capital and direct medical education for the
subsequent fiscal year. This adjustment shall be effective on the
first day of the next month, one month subsequent to the date of
receipt of the provider’s cost report. Capital and direct medical
education costs will be subject to year end cost settlement for
inpatient psychiatric services on and after July 1, 1988.
Effective July 1, 1992, the services tax will be an allowable cost
included in the pass through component.

Effective October 1, 1991, capital costs will be reduced by 15% for
dates of service October 1, 1991 through June 30, 1992. Reduction
will be figured into year end final settlements. Hospitals
designated as Sole Community Hospitals are exempt from percentage
reductions in capital costs. Effective July 1, 1992, hospitals
will be reimbursed 100% of capital costs for dates of service
July 1, 1992 and later.

Additional costs due to revalued assets will be recognized only
when an existing provider is purchased by another provider in a
bona fide sale (arms length transaction). The new value for
reimbursement purposgses shall be the 1lesser of (1) the purchase
price of the asset at the time of the sale, (2) the fair market
value of the asset at the time of the sale (as determined by an MAI
appraisal), (3) current reproduction cost of the asset depreciated
on a straight line basis over its useful life to the time of the
sale, or (4) for facilities undergoing a change of ownership on or
after July 18, 1984, the acquisition cost to the first owner of
record on or after July 18, 1984. The purchaser has the burden of
proving that the transaction is a bona fide sale should the issue
arise. Gains realized from the disposal of depreciable assets
while a provider is participating in the program are to be a
deduction from allowable capital costs. All sales as of July 18,
1984, will be in compliance with the provisions of Section 2314 of
DEFRA.
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